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formance that shareholders should think most 
about, many are now arguing, rather than re- 
sults ir, any one year. 

“People are too short-term oriented,” com- 
plains william O’Neil head of the $40 million 
O'Neil Fund. ‘‘Everybody gets the idea you 
should be up, 100% every year, but I’m happy 
after a good year just to break even in a slow 
year. The great potential in 'growth funds "is 
ov$r.a four or five-year period.” Mr. O’Neil’s 
fund recorded a' 115% gain in net asset value 
last y ear > hut two weeks ago was up only 0,25%. 
for . 1968: the market’s sharp rally since nas 
lifted its 1968 gain to about 8% currently. 

& a letter to dealers who sell Manhattan 
Fund shares, Mr. Tsai last week similarly 
corhplained that shareholders “are comparing 
jresSjlts of Manhattan Fun<jf wltji smaller specu- 
lative funds or even individual securities” and 
saif Manhattan Fund had been unable to sat- 
isfy their “extremely ambitious goal.” He lik- 
ened the battle among funds to outdo each 
other to “an auto race _in which the lead 
changes hands many times, and some cars go 
to the pits, never to return. The winner is de- 
termined only after a long and grueling run.” 

Some brokers and analysts suspect, how- 
ever, that the troubles many of the perfor- 
mance funds have encountered in 196$ may 
prove to be no one-year fluke but rather the 
first manifestation of a serious long-range 
problem, in th,eir view, this year’s record indi- 
cates that some' of the better-known growth 
funds have become, in effect, financially mus- 
cle-bound. The funds have attracted so much 
money from eager investors, say these observ- 
ers; that they are now too big to move as nim- 
bly from one group of stocks to another as they 
must if they are to keep recording the big 
jiains their shareholders have come to expect. 
Smaller Funds Shine 

As evidence, these analysts cite statistics in- 
dicating that those growth funds that have 
scored dramatic gains this year generally have 
been the smaller ones. Only two growth funds 
with: assets of $100 million or more have made 
the list of the top 40 mutual-fund performers so 
far this year (they are Enterprise Fund, with a 
45.4% gain in net asset value, and Putnam 
Equities, with a 42.4% gaini. Smaller funds are 
more turijprous t among the big gainers, and 
" vestment Fund, w ith only $24 million 


Concentrated buying by a big mutual fund 
in a company with such a small capitalization, 
brokers note, would send the price soaring. 
Worse, if the mutual fund later decided to get 
out, its selling could depress the price disas- 
trously. 

Most growth-fund managers don’t buy this 
argument. To begin with, growth-fund manag- 
ers disagree with one another on whether it 
would be advisable to invest in some of the 
small-capitalization companies that have been 
scoring big price gains, even if they could do it 
easily, 

Mr. Tsai says Manhattan Fund, in a policy 
shift, now aims to invest in “not only better- 
known growth stocks but also some smaller- 
capitalized situations." But Thomas Martin, 
president of the Channing Group of funds, 
which includes Channing Growth Fund, be- 
lieves it could be dangerous to invest too heav- 
ily in small-capitalization companies. He thinks 
some of these are of dubious long-term invest- 
ment merit— to put it mildly. 

“It would be disastrous for a large growth 
fund suffering in performance for nine months 
to move back into the ‘garbage’ game,” says 
Mr. Martin. “We’ve known the ‘junk’ market 
has been doing well this year, but we don’t 
think it’s appropriate, to take our fund into It.” 

Other fund men point out that some of the 
biggest growth funds have been doing reasona- 
bly, if not spectacularly, well. Dreyfus Fund, 
with $2.5 billion of assets, for instance, ha* 
scored a 14% gain in net asset value so far this 
year, slightly outperforming the average of aU 
New York Stock Exchange common, shares. 
Many analysts think that whatever inflexibility 


the poorer-performing funds have displayed 
has resulted not from size but from an overa tt 


tachment to the glamor Issues of past years. 


assets, topped the list with a spectacular 
197% gain. 

To Charles D, Ellis, vice president of Don- 
aldson, Lufkin ^ Jenrette. a brokerage firm 
serving * institutional investors," such statistics 
Suggest that growth funds “can get too big for 
their own £ind of game.” He and others Jpelleve 
that bigness can confine some funds to invest- 
ments in companies that have large numbers 
, of shares Outstanding, even though these may 
not be th$, companies whose stock has scored 
the largest gains. ' " 

“It’s e|sy for a big fund to put 5% of its 
' Baqney into IBM, ^ which has 112 million shares 
outstanding, says one broker. _ (IBM is one of 
the traditopat growth-fund favorites that has 
been declining fri price for portions of this 
yeat.) “It’s a lot harder to put even a smaller 
percentage into a Mohawk Data Sciences (an 
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Tney also assert that the funds have shown a 
prejudice against stocks traditionaly consid- 


ered staid that nevertheless have been out- 
performing the computer and conglomerate is- 
sues this year. 

Disdaining a “Crutch” 

“The problem of size could be a great 
crutch to fall back on” to explain away lacklus- 
ter performance, says Robert Doran, one of 
the founders of Jypjt “But as long as 

there are funds larger than ourselves doing 
well, I don’t think we can point to size as the 
problem.” Rather, he blames Ivest’s drop in 
net asset value earlier this year on a “tempor- 
ary inflexibility” in investment policy. Lately, 
he says, “we’ve turned ourselves inside out” to 
correct the situation. 

In the six months ended Aug. $1, Ivest re- 
duced its holdings of such conglomerate com- 
panies as Penn-Central Co., Whittaker Corp. , 
Teledyne Inc. and Susquehanna Corp. and of j 
such computer makers as Sperry Rand Corp. j 
and Control Data Corp. Recently it has been j 
making substantial purchases of utility, airline j 
and insurance stocks, says Mr. Doran, and as 
a result “we’ve been, coming back up at an ac- 
celerating rate in the last couple of months.” 

Growth funds that made similar switches ; 
earlier have done much better. Kenneth Pash, 
30-year-old portfolio manager of Putnam Equi- 
ties, credits his fund’s 42% gain in net asset- 
value so far in 1968 largely to a decision to re- 
13089 R0D^We0et«Q)tftr7and electronics is- 
sues late last yegr and to make heavy pur-! 




